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Fund Report at ECOSOC 


In an address at the 29th Session of the UN Eco- 
nomic and Social Council in New York on April 8, 
Mr. Per Jacobsson, Managing Director of the Inter- 
national Monetary Fund, recalled the general condi- 
tions that had prevailed on each of the three previous 
occasions when he had appeared before the Council. 
He said that in April 1957, when he had addressed 
them for the first time, “the strain, especially on 
sterling as a result of the Suez crisis, had not yet been 
overcome; at the same time, the balance of payments 
position of many countries was affected by the intense 
economic boom in almost all the industrial countries. 
In addition, rumors about a possible revaluation of 
the deutsche mark had begun to circulate, and, together 
with other factors, ushered in a period of acute tension 
in the foreign exchange markets of many countries. 
It was a very difficult situation indeed. 

“By the time of my next appearance before this 
Council, in April 1958, effective steps had been taken 
to eliminate the tension and to restore a fair degree 
of calm in the exchange markets. But, at the same 
time, there were increasing signs of a recession in the 
industrial countries, and considerable concern was felt 
about the general liquidity position of the world. 

“A year later, in April 1959 when we met in Mexico 
City, the general situation was much more reassuring. 
At the end of 1958, 14 European countries had estab- 
lished external convertibility of their currencies, and 
quite a few countries in other parts of the world had 
taken similar steps. There were distinct signs of a 
recovery in economic activity; but it could not be 
taken for granted either that the convertibility moves 
would prove successful or that the recovery would 
continue; and it was not at all clear how these develop- 
ments would affect the primary producing countries. 

“Now, in April 1960, we can feel satisfied that the 
steps taken by the European countries at the end 
of 1958 have been crowned with success. The mone- 
tary reserves of these countries have been substantially 
increased, and the reliance of these countries on dis- 
crimination in payments and trade has been very much 
reduced. Economic activity has continued high in these 
and other industrial countries, but under conditions 
which have not led to any appreciable increase in the 
average level of raw material prices. It seems, how- 
ever, that the volume of international trade is again 
rising, and this should help the marketing of products, 


even where prices have not risen much. Moreover, in 
many of the primary producing countries steps are 
being taken to overcome inflationary pressures and in 
that way to make the best use of the resources avail- 
able for development. 

“The improvements which have taken place have, of 
course, been due primarily to the determined actions 
of individual countries. But the International Mone- 
tary Fund has been able to make its contribution. 
The financial assistance granted to member countries 
by the Fund since the difficulties became acute at the 
end of 1956 amounts to the equivalent of over $2 bil- 
lion. This is the most spectacular part of the Fund’s 
contribution, but only a part. The Fund has also 
extended technical assistance and has helped in the 
preparation of stabilization programs, as a result of 
which further funds have been obtained from a variety 
of sources. 

“It is always dangerous to exaggerate and to be 
complacent about the degree of improvement that has 
been attained, since new and perhaps equally difficult 
problems are bound to arise; but it would also be a 
mistake to minimize what has been achieved. In quite 
a number of countries, the increase in the cost of living 
has been moderate for well over a year; this has helped 
to strengthen the confidence of the general public in 
the value of their currencies. In other countries where 
prices have not been so stable, people have begun to 
feel that they have had enough of inflation, and the 
authorities in these countries can now count on much 
greater popular support for their efforts to resist infla- 
tionary pressures, even when rather harsh measures 
have to be taken. There is also a growing conviction, 
evidenced by statements at the last Annual Meeting 
of the Board of Governors of the Fund, that monetary 
stability is the only reliable basis for sustained growth. 
These are real gains; they provide a foundation for 
us to proceed further, and to apply our minds to the 
problems that remain as well as those that will arise 
in this ever-changing world. 

“Since I last spoke to you, no country has completed 
the formalities required to join the Fund. At the Annual 
Meeting last September, however, the Board of Gov- 
ernors adopted resolutions agreeing the terms upon 
which Portugal and Laos be admitted to membership; 
and the necessary domestic measures to give effect to 
these resolutions are now being taken in the two coun- 
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tries. Moreover, approaches have been received during 
the year from several other countries indicating their 
interest in eventual membership in the Fund. With the 
emergence of many independent countries in Africa, 
it is expected that before long the Fund membership 
will be appreciably increased. We shall certainly wel- 
come these countries as partners in the joint enterprise 
for monetary cooperation which the Fund constitutes. 
The Fund has given technical assistance to these new 
countries in Africa, and also financial assistance—for 
instance, to Morocco last November when $25 million 
was made available under a stand-by arrangement. 
“I should mention here that the Fund has already 
on occasions extended technical assistance to a number 
of countries, at their own request, even before they 
have become members of the Fund. In this and in 
other ways, the Fund's activities in the field of technical 
assistance have shown steady growth over recent years. 
Technical assistance has in part been given in the 
course of the regular consultations which have been 


held with 56 of the Fund’s members. These consul- 


tations have almost always been held in the member 
countries, providing an occasion for personal contact 
between officials of the Fund and officials from a great 
many departments and institutions in the member coun- 
Experience has shown that the contacts and 
knowledge thus gained are of the greatest value to the 
Fund in its general task of promoting monetary coop- 


tries. 


eration, and that an understanding of members’ prob- 
lems has been particularly useful whenever it has been 
necessary to act promptly in connection with the vari- 
ous matters that require Fund approval and in response 
to requests for financial assistance. 

“The success of the Fund, as a center for monetary 
cooperation, will always depend upon the maintenance 
of close contact with member countries. Such contact 
is of importance not only in times of tension and crisis, 
but also in periods of general monetary stability—for 
even then problems of monetary management may well 
arise. These are often of an intricate nature and may 
require coordinated action by a number of countries. 

“While the first objective of the Fund’s regular con- 
sultations has been to examine the restrictions main- 
tained by member countries, it became clear at an early 
stage that a restrictive system could be properly under- 
stood only against the background of the general eco- 
nomic and financial position of the country concerned; 
therefore, attention has been increasingly devoted to 
the study of these positions. As restrictions have gradu- 
ally been reduced, the emphasis in the consultations 
has shifted more decisively to a consideration of the 
general economic and financial situation. Through these 
consultations, the Fund has been able to contribute 
experience and advice with a minimum of publicity, 
and with the individual members’ knowledge that noth- 
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ing could be said or done without their having an 
opportunity to make their views known and to have 
them considered. 

“I may perhaps say a few words about the stabili- 
zation programs which had already been put into effect 
when I appeared before you a year ago. In 1959, 
France had a balance of payments surplus of over 
$1 billion on current account, and was able to add 
substantially to its monetary reserves and at the same 
time to repay a considerable part of its foreign debts. 
Notable progress has also been made under the stabili- 
zation programs in Argentina, Bolivia, Chile, Colombia, 
Haiti, Honduras, Mexico, Paraguay, Peru, and Tur- 
key. The Fund has maintained close contact with 
these countries, and more often than not this has in- 
volved the conclusion of new stand-by arrangements, 
which have contained provisions for such further 
measures as have been needed to continue the 
improvement. 

“As is clear from the list of countries that I have 
just given, the Fund’s activities in support of stabiliza- 
tion programs have been particularly marked in Latin 
America, both among the northern group of countries 
and in South America, and the progress that has been 
made is all the more remarkable in view of the fact 
that, on the whole, world prices of the raw materials 
produced by these countries did not improve during 
1959, except for copper and a few other metals. This 
progress has been the result of the very determined 
efforts made by these countries, aided by financial and 
advisory assistance from the Fund and supplemented 
by resources obtained from U.S. Government agencies 
and U.S. and European commercial banks. 

“Among the northern group, the Fund continued to 
play an important role in the implementation of stabili- 
zation programs during 1959. It contributed to the 
strengthening of the position of the Mexican peso and 
gave financial assistance to Haiti, Honduras, and the 
Dominican Republic—where a stabilization program 
was introduced in December. 

“It is among the countries of South America, how- 
ever, where efforts toward the achievement of stability 
have been most difficult and the greatest sacrifices have 
had to be made. This is partly the result of the long 
history of inflation in these countries, associated with 
complex multiple currency practices, and partly the 
result of structural problems. The importance of 
stability, however, in enabling the best use to be made 
of scarce resources in the efforts to diversify and 
develop the economies of these countries, and the 
value of raising real wages rather than money wages 
in the long run, cannot be overrated. 

“In South America, the Fund has had stand-by 
arrangements with 6 countries, namely, Argentina, 
Bolivia, Chile, Colombia, Paraguay, and Peru. The 
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improvement in the payments position of most of 
these countries has been remarkable. For instance, 
the net gold and convertible foreign exchange reserves 
of Argentina increased by $77 million in 1959, and by 
a further $40 million in the first two months of this 
year. Chile’s net international reserves increased by 
$36 million in 1959, Colombia’s by $88 million, and 
Peru’s by $17 miilion, and this improvement has con- 
tinued into 1960. The strengthening of reserves is to 
be attributed mainly to the adoption of proper domes- 
tic financial policies; during the last six months, the 
rise in domestic prices in most of these countries has 
been virtually halted, or has been at a very reduced 
rate. Throughout 1959, the rate of exchange has been 
stable in Bolivia, Chile, Colombia, and Paraguay, and 
since the middle of 1959 in Argentina and Peru. 
“As the domestic financial position of these countries 
improves, so internal production should increase and 
a better climate be created for sound development. 
I do not wish to convey the impression that the prob- 
lems of Latin America have been solved, but I think 
it particularly significant that these countries are apply- 
ing themselves in an increasingly determined fashion 
to the task of eliminating inflation, simplifying their 
exchange systems, and developing their economies 
under a system of freely convertible currencies. 
“Of the new stabilization programs with which the 
Fund has been concerned in the past year, two were 
put into effect by European countries. In July 1959, 
the Government of Spain presented to the Fund and 
to the Organization for European Economic Cooper- 
ation (OEEC) a comprehensive stabilization program, 
which included budgetary reform, credit restraint, and 
unification of the exchange structure at a realistic rate 
of exchange, together with measures for the liberali- 
zation of trade. In support of this program, Spain 
drew from the Fund the equivalent of $50 million in 
U.S. dollars, sterling, and French francs, and entered 
into a stand-by arrangement for a further $25 million; 
at the same time, it became a member of the OEEC 
and was granted a credit of $100 million from the 
European Fund. In addition, $200 million was obtained 
from various U.S. sources, including $70 million from 
U.S. commercial banks. It can already be said that 
the steps taken by the Spanish authorities have had a 
considerable effect. They have resulted in a virtual 
elimination of inflationary pressures and in a greater 
freedom of trade and payments which, together with 
the reduction in discrimination, has created the con- 
ditions for the realignment of the Spanish economy 
with the economies of the other countries of Western 
Europe. The stable exchange quotation for the peseta 
is evidence of Spain’s improved balance on foreign 
account; and since the stabilization program was intro- 
duced, more than $200 million has been added to 
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reserves over and above the amounts drawn under 
foreign credits. 

“In February 1960, the Government of Iceland pre- 
sented to the Fund and the OEEC a comprehensive 
stabilization program which aimed at the achievement 
of internal stability and external balance in Iceland’s 
economy. The program included the elimination of 
multiple exchange practices and the introduction of a 
new par value for the Icelandic kréna. In support of 
this program, Iceland drew $2.8 million from the Fund 
and entered into a one-year stand-by arrangement for 
a further $5.6 million. At the same time, Iceland was 
granted a credit of $12 million from the European 
Fund. 

“In connection with these two stabilization pro- 
grams, and in the general exchange of relevant infor- 
mation and views, the Fund has continued to maintain 
close and friendly relations with the OEEC, and basic 
harmony has prevailed between the two organizations 
in the pursuit of common objectives of monetary policy. 

“I am also very pleased to be able to tell you that, 
two days ago, the Fund entered into a stand-by 
arrangement under which Venezuela can draw up to 
the equivalent of $100 million in support of its efforts 
to achieve economic and financial stability. The Fund 
is making available $15 million before, and a further 
$85 million after, Venezuela completes the necessary 
legislative steps to increase its quota in the Fund from 
$15 million to the $150 million which was approved by 
the Fund last year. Largely because of the settlement 
of obligations inherited by the present and immediately 
preceding Government, for two years to the end of 
1959 the Venezuelan budget showed a substantial 
deficit and credit was expanded, leading to a fall in 
reserves. Since then the Government has taken steps 
to reduce expenditures and to avoid inflationary financ- 
ing. Now a comprehensive program has been adopted 
under which government expenditure on current and 
capital account will be kept to a level that can be 
financed by ordinary revenues and long-term credits 
from abroad, and under which a cautious credit policy 
will be pursued. The Venezuelan Government will 
continue to maintain the convertibility of its currency 
and will avoid trade and exchange restrictions. 

“Hitherto I have spoken of financial assistance in 
support of stabilization programs, and it is satisfying 
indeed that this has again been one of the main features 
of the Fund’s work. But it should be emphasized that 
the Fund’s participation in these programs is not con- 
fined merely to providing financial assistance. The 
Fund maintains constant contact with the member 
country throughout the period of any stand-by arrange- 
ment, often through a resident staff official when this 
has been requested. This enables the Fund to give 
technical assistance and advice on any problems that 
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may arise during the implementation of the program. 

“In addition to assistance in connection with stabili- 
zation programs, use has been made of the Fund's 
resources to assist countries which have large seasonal 
swings in their balance of payments. In such cases, 
resources are made available for such short periods as 
are appropriate to the member’s problem, and repur- 
chases are usually made within, say, six months, when 
the seasonal pressure has passed. In the past, this type 
of assistance was given to a considerable number of 
countries, particularly in Central America, but many 
of the countries availing themselves of this temporary 
assistance have in recent years found it necessary to 
adopt more general stabilization programs, and have 
then come to the Fund for longer-term assistance under 
stand-by arrangements. 

“These stand-by arrangements correspond rather 
closely to what in ordinary banking parlance are 
called ‘lines of credit.’ Experience gained in recent 
years has shown that even when these stand-by ar- 
rangements have not been fully used—or not used at 
all—they have nevertheless effectively helped to sustain 
confidence in the members’ currencies because it was 
known that the countries had those resources at their 
disposal. While the Fund has no power to create 
credit directly, since amounts drawn by one country 
are obtained from the country whose currency is drawn, 
it is interesting to point out that stand-by arrange- 
ments, which by their very existence strengthen the 
reserve positions of the countries concerned without 
any money being drawn, act in many ways as a form 
of credit creation. 

“When, at the end of 1958, 14 European countries 
introduced external convertibility, it was thought by 
many that this was a more or less formal step, simply 
recognizing what had already been achieved. But the 
decision soon proved to have been of really great 
significance. It led to a simplification of formalities, 
which was in itself not unimportant. It created a feel- 
ing, which soon spread, that the steps taken would not 
be reversed; in that way, confidence in the international 
monetary structure was greatly strengthened. When 
during the course of 1959 the monetary reserves of 
most industrial countries showed quite substantial in- 
creases, the fears and apprehensions about balance of 
payments difficulties—which had so plagued many 
countries in the postwar era—began to disappear. Then 
it became clear that many of the practices of those 
years would also have to disappear. There were, in- 
deed, no longer any good reasons for maintaining 
discrimination in trade and payments for balance of 
payments reasons. These matters were discussed at 
the Annual Meeting of the Fund Governors at the end 
of September 1959; and in October, the Board of 
Executive Directors unanimously approved a statement 


that, in view of the substantial improvement in the 
reserve positions of the industrial countries in particu- 
lar and the widespread move to external convertibility, 
the Fund considered that there was no longer any 
balance of payments justification for discrimination by 
members whose current receipts were largely in ex- 
ternally convertible currencies. 

“This decision on discrimination for balance of pay- 
ments reasons was communicated to the CONTRACTING 
PARTIES to the General Agreement on Tariffs and 
Trade, who were then meeting in Tokyo. A statement 
issued at the conclusion of the meeting of ministerial 
representatives of the CONTRACTING PARTIES expressed 
views similar to those of the Fund decision. The state- 
ments by the Fund and the CONTRACTING PARTIES 
were the logical conclusion of the move to external 
convertibility, for, when currencies are externally con- 
vertible, there are no monetary reasons for preferring 
imports from any one country rather than from 
another. 

“Since the convertibility move in December 1958, 
improvements in the international reserves of so many 
countries have also made possible the elimination of 
many nondiscriminatory quantitative restrictions. It is 
very satisfying to be able to report that in the last six 
months such determined steps have been taken by 
countries in Europe and by certain other countries to 
reduce discrimination against imports from the dollar 
area in particular so that over a fairly wide area dis- 
crimination is becoming more and more a thing of 
the past. In these countries, most of the restrictions 
on current transactions that remain today are nothing 
more than protectionist devices or are considered 
necessary in relations with state-trading nations. 

“While progress in the elimination of discrimination 
and quantitative restrictions has been particularly 
marked in Europe, it extends to other parts of the 
world, and the restrictions that still remain generally 
cover a decreasing proportion of the foreign trade of 
the Fund member countries. The elimination of dis- 
criminatory restrictions is, of course, important be- 
cause it provides an impetus to the balanced expansion 
of world trade and to the removal of distortions which 
are economically harmful. At the same time, it removes 
a cause of dangerous tension between trading nations, 
for discrimination that is no longer manifestly essential 
is bound to be regarded as unfair and as such is likely 
to provoke retaliatory measures, which in their turn 
will further hamper the growth of trade. While there 
are still many steps to be taken, considerable advance 
has been made during the past year ‘in the elimination 
of foreign exchange restrictions which hamper the 
growth of world trade’—to quote from Article I of 
the Articles of Agreement of the Fund. 

“The improvement in the monetary field has also 
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been reflected in the Fund’s operations. During the 
twelve months ended March 31, total repayments to 
the Fund amounted to $482 million. With the change 
in the world liquidity position, the large amounts of 
financial assistance extended by the Fund during the 
period of acute exchange tension from the autumn of 
1956 to the spring of 1958 are now being repaid to 
the Fund. On the other hand, actual drawings during 
the twelve-month period amounted to the equivalent 
of $155 million, and on March 31 further resources 
totaling $200 million were available under stand-by 
arrangements. To this figure can now be added the 
$100 million stand-by arrangement with Venezuela, 
which was agreed earlier this week. The excess of 
repayments over drawings emphasizes once again the 
revolving character of the Fund, and I am glad to be 
able to say that repayments have been made in con- 
formity with our rules. 

“The increase in the Fund’s resources, which was 
already on the way when I spoke to you a year ago, 
has now come into effect. The Resolutions of the 
Board of Governors recommending the increase, and 
setting out the methods that could be employed for 
the payment of increased quotas, were adopted on 
February 2, 1959 and communicated to the member 
governments for individual action. The Governors had 
resolved that the enlargement would become effective, 
inter alia, when countries having 75 per cent of total 
quotas had consented to the increase. That percentage 
was reached early in September 1959, and the arrange- 
ment for the increase in the Fund’s resources became 
effective on September 15, 1959. Since then many 
more members have given their consent, and the per- 
centage now reached is as high as 90 per cent. Coun- 
tries may consent to their increased quotas up to the 
end of July 1960, and several of the remaining coun- 
tries have taken steps to do so. In the parliaments of 
the member countries there has been practically no 
opposition from any party to the increase in quotas— 
and this would seem to signify that there is a welcome 
understanding of the usefulness of monetary cooper- 
ation and a widespread willingness to make additional 
resources available to ensure the effectiveness of this 
cooperation. In round figures, members’ quotas now 
total $14 billion, having been increased by nearly 
$5 billion, and the Fund holds $3 billion in gold and 
$10.5 billion in currencies. Since the moves to external 
convertibility at the end of 1958, the greater part of 
these currency holdings are now externally convertible 
and thus readily usable for international transactions. 

“Through the increase in quotas, individual countries 
have acquired additions to their ‘second lines of 
reserves,’ for they can now draw larger amounts from 
the Fund in case of need to supplement their own 
holdings of gold and foreign exchange. The principles 


and practices governing the use of the Fund’s resources 
have been fully explained in the Annual Reports of 
the Fund; in brief, these principles demand that the 
greater the assistance provided in relation to a country’s 
quota, the more sure the Fund must be that the policies 
followed by the country in question are likely to restore 
equilibrium. The Articles of Agreement of the Fund 
establish a balance of responsibility between the Fund 
and its members, and it must always be borne in mind 
that the provision of Fund assistance has its counter- 
part in the actions to be taken by the country receiving 
the assistance. The Fund’s resources are available to 
members to see them through periods of difficulties 
while their own remedial measures can take effect. 

“In the recent busy years of Fund work, these prin- 
ciples have been submitted to a severe test and have 
been found eminently practicable. For the strengthen- 
ing of international liquidity, the Fund’s resources are 
particularly efficient since they can be directed to 
specific areas of financial strain. They can also be of 
great value even when no immediate drawing is made, 
as is often the case under stand-by arrangements, or 
even when no request at all is made for financial assist- 
ance. Because of this second line of reserves that is 
available to them in the Fund, a feeling of confidence 
is created among Fund members even though the re- 
sources directly under their control may be considered 
not adequate to meet every eventuality. Members can 
therefore safely make their decisions with respect to 
the freedom of payments and trade without having to 
pay undue regard to such temporary balance of pay- 
ments difficulties as may from time to time occur. 

“The increase in the Fund’s resources came at a 
time when, for a number of reasons, the world’s liquidity 
position was improving quite rapidly. The official re- 
serves of the Western European countries and Japan 
increased by the equivalent of about $3.5 billion be- 
tween the end of June 1958 and the end of Decem- 
ber 1959. This increase took place despite payments 
by these countries of the equivalent of about $1 billion 
to the Fund in respect of repurchases and gold sub- 
scriptions on their increased quotas. Even the figure 
of $3.5 billion does not tell the whole story, for at 
the same time the foreign exchange holdings of com- 
mercial banks increased considerably in a number of 
countries. Exact data are not available, but for West- 
ern Europe the increase would seem to have been as 
high as $1 billion over and above the increase in 
official reserves in the eighteen-month period. 

“It would not have been possible for these countries 
in particular to add so substantially to their reserves 
had it not been for the deficits in the U.S. balance of 
payments, by which $3.4 billion in 1958 and $3.7 bil- 
lion in 1959 were made available to other countries. 
Since the United States still holds half of the western 
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world’s gold reserves, this outflow caused no particular 
strain on its liquidity position, while it greatly helped 
the general position by bringing about a useful redistri- 
bution of the world’s monetary reserves. It is instructive 
to contrast this situation with what happened in the 
years from 1926 to 1930 when many European coun- 
tries were striving to build up their reserves after the 
reductions that had occurred during and just after 
World War I; then the gold markets were submitted to 
a considerable strain, which was a contributory cause 
of the subsequent crisis. The fact that the process of 
rebuilding the reserves of European countries has this 
time been so relatively smooth has certainly been due, 
to a decisive extent, to the outflow of funds from the 
United States that has taken place. 

“Valuable as this outflow of funds from the United 
States has been in many respects, it could naturally not 
be allowed to continue indefinitely on such a scale; in 
taking corrective measures, the U.S. authorities have 
turned primarily, as others have done in similar situ- 
ations, to measures of fiscal and credit restraint. As 
the recession of 1958 gave place to an upturn of busi- 
ness in the course of the following year, it became 
appropriate from a domestic point of view to limit the 
expansion of credit and to aim at a budget surplus. 
Under the impact of such measures, there has been a 
widening resistance to price increases, both wholesale 
and retail, in the United States, and this seems to have 
been followed by increased attention to costs. With 
the upsurge in business activity more pronounced in 
Europe than in the United States, there are now signs of 
an increase in U.S. exports, together with a reduction in 
the over-all deficit in the U.S. balance of payments. 

“After the upheaval of a world war, it necessarily 
takes time before the relations between domestic costs, 
prices, and liquidity are properly adjusted in each coun- 
try and before a proper adjustment of these factors 
is made between different countries. Marked and per- 
sistent disequilibria, when they occur, may have to be 
corrected by alterations in exchange rates—but such 
alterations have many often unexpected repercussions 
and should be reserved for cases when other measures 
fail to produce the necessary adjustments. The re- 
emergence of Western European countries with great 
productive capacity and strong competitive power has, 
of course, introduced a new element affecting the bal- 
ance of the world economy. But when these matters 
are discussed—and much is heard about the replace- 
ment of what was called ‘the dollar shortage’ by ‘the 
dollar surplus—it should not be forgotten that the 
United States still has a surplus of exports over im- 
ports, with a tendency in recent months for this surplus 
to increase. 

“In general, movements of gold and exchange bal- 
ances which take place as monetary reserves are being 
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increased or decreased, themselves set in motion cor- 
rective forces which tend to establish equilibrium. Much 
progress has already been made toward a lasting equi- 
librium, and it seems that the present structure of 
exchange rates will on the whole prove durable, and 
that the par values already agreed with the Fund will 
generally be maintained. 

“The improvement which we have thus witnessed 
has refocused attention more sharply on the converti- 
bility provisions of Article VIII of the Fund Agree- 
ment. This Article provides for the avoidance of 
restrictions on current payments and transfers, of dis- 
criminatory currency arrangements, and of multiple 
currency practices, and also for the convertibility of 
foreign-held balances. Member countries have had the 
option under Article XIV of the Fund Agreement of 
mitigating their obligations under Article VIII during 
a transitional period. Under Article XIV, members 
could decide to maintain or adapt exchange restrictions 
and the other practices which Article VIII seeks to 
avoid. As financial conditions have improved, member 
countries have found less and less need to rely upon 
the transitional provisions of Article XIV. It may well 
be, therefore, that in the near future a number of 
countries whose currencies are important for inter- 
national trade and payments will find it possible 
formally to undertake to implement the full obligations 
of Article VIII. 

“While those who follow statistics of reserves and 
balances of payments will find impressive indications 
of a strengthening of the world’s monetary structure, 
the general public is more concerned about what hap- 
pens to the purchasing power of money—in other 
words, to the prices they have to pay for the goods 
and services. Some prices may still be rising, but 
for not a few goods prices are declining in many parts 
of the world, especially if improvements in quality are 
taken into account. The greater degree of price stability 
now noticeable in many countries has therefore helped 
to produce more confidence in money than existed only 
a few years ago. With this increase in confidence, 
the desire to hedge against inflation which has been 
the practice until quite recently has distinctly weakened. 
The decline in stock-exchange prices, which has been 
such a notable feature in several countries during the 
opening months of 1960, is certainly not unconnected 
with the growing disbelief in continued inflation. At 
the Annual Meeting of the Board of Governors of the 
Fund last September, I ventured the statement that in 
all likelihood world inflation was over—and I have no 
hesitation in repeating that statement here today. 

“Even in the recent period of a distinct upturn in 
business activity, the index of prices of raw materials 
has shown remarkably little increase, while the index 
of prices of foodstuffs has fallen. In the important 
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field of power, there is a plentiful supply of both coal 
and oil, freight rates are still relatively low, and there 
is much greater competition for almost all kinds of 
manufactured goods—and this competition is particu- 
larly intense in the export trade. Moreover, efforts 
are being made in a great many countries to reduce 
budget deficits and, in some countries, to aim at a 
budget surplus—measures which, together with more 
cautious credit policies, are the proper measures in a 
boom. This being the general picture, it is hard to 
see how there could be such a change in demand and 
supply conditions that would cause any appreciable 
rise in prices on world markets. 

“The world seems now to have reached a stage where 
the impact of excessive liquidity and certain other 
influences emanating from the war have spent their 
force. Therefore, the expanding production of goods 
may be counted on to prevent appreciable increases in 
world market prices over the next few years at least. 
If the trend of international prices is steadier, any 
individual country that embarks upon inflation will do 
so at much greater risk, for gone are the days when 
any one country that inflated might hope to be saved 
by inflation elswhere. Any country which today per- 
mits the price level to go on rising will be exposed to 
balance of payments difficulties, and also before long, 
as its competitive power declines, to a deterioration 
in its employment situation. There has been a grow- 
ing realization of such dangers; and in more than one 
country, the possibility of such untoward developments 
has been cited as an argument in favor of more cautious 
fiscal and credit policies. 

“May I refer again to the fact that in the recent 
period of great business activity in the industrial 
countries there has been, on the average, little increase 
in the prices of primary products. It is true that the 
prices of certain raw materials have risen, but the prices 
of most foodstuffs and some other commodities—in- 
cluding oil and coal—have fallen, and more or less 
offset the increases. Thanks to brisk demand, it has 
generally been easier to dispose of accumulated stocks 
—and that has been an advantage—but there has not 
been the general advance in prices that might have 
been expected at a time of booming business in the 
industrial countries. For the primary producers this 
has been a disappointment—and the implications of 
the recent price movements should be carefully con- 
sidered, not only by the primary producers themselves 
but also by the industrial countries. The primary pro- 
ducers need to make every effort to rationalize the 
production of their basic commodities and to diversify 
their economies. They will naturally have to rely to a 
large extent on their own efforts; and it is in their 
interest to pursue policies which are most likely to 
have the effect of mobilizing all their own available 


resources, and which will enable them to use these 
resources, and any that can be obtained from abroad, 
in the most effective way. For this reason it is par- 
ticularly important that they avoid inflationary financ- 
ing, for this not only discourages domestic savings but 
leads to the dissipation and misuse of scarce resources. 
By demonstrating its ability to run its domestic affairs 
competently, a country becomes more creditworthy and 
more able to attract capital from abroad—from both 
official and private sources. 

“There is undoubtedly a growing awareness in the 
industrial countries of the vital importance of assisting 
the less developed countries, and much thought is 
being given to the way in which assistance can best 
be arranged. But such resources as will be made avail- 
able—and they will always seem limited in relation to 
the requirements around the world—can be used really 
effectively only if the earning potential of the develop- 
ing countries is safeguarded and strengthened. In a 
situation in which there is little likelihood of any 
significant increase in the prices of primary products, 
it becomes all the more important to facilitate the 
marketing of their main products and any other com- 
modities which they might be able to export as a 
result of the diversification of their economies. 

“Thus the tariff and other trade policies of the 
industrial countries become a matter of primary impor- 
tance. In the world today, there are certain gratifying 
tendencies toward reductions of tariffs, which, how- 
ever, seem to be largely to the benefit of trade in manu- 
factured articles. Every effort must be made to facilitate 
trade in primary products as well, and to ensure that, 
whatever other steps may be taken, no additional 
obstacles of any kind are put in the way of such trade. 
There is therefore a special responsibility incumbent 
upon all those who are now considering trade arrange- 
ments in Europe and in other parts of the world. There 
is no doubt that trade is more important than aid, 
particularly for the development of the primary pro- 
ducing countries; and if aid is to be effective, trade 
must be given its proper chance. 

“It is not the task of the International Monetary 
Fund to provide capital for development, but the 
Fund can play and has played a vital role in relation 
to the less developed countries. Its resources are made 
available for periods which are usually not longer than 
three to five years to assist countries in temporary 
balance of payments difficulties, with the primary ob- 
jective of gaining time for the countries assisted to take 
effective corrective measures. The Fund’s contribution 
to the progress of the less developed countries is, there- 
fore, indirect; it is, however, not less important for 
that reason. Through the Fund’s regular contacts with 
its members, the chances are increased that develop- 
ment plans and policies will be worked out within a 
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framework of financial stability, and thus under non- 
inflationary conditions. Moreover, access to the Fund’s 
resources in accordance with the principles and policies 
worked out for their use is likely to increase the 
chances that temporary difficulties encountered in the 
course of development can be surmounted without 
harm to the economic structure of the country itself 
or to its trading partners. 

“One particular aspect of the problems now facing 
the less developed countries is concerned with the 
difficulties arising from the instability of export earn- 
ings that comes from marked variations either in 
world prices of primary products or in the volume of 
production and sales. At the request of the United 
Nations Commission on International Commodity 
Trade, the Fund has prepared a study of its policies 
and procedures in relation to the compensatory financ- 
ing of commodity fluctuations, and this study is being 
transmitted to the Commission on International Com- 
modity Trade for discussion at its Eighth Session. 

“The Fund has on many occasions provided assist- 
ance to members in temporary balance of payments 
difficulties resulting from fluctuations in their export 
earnings, and members can have confidence that Fund 
assistance, in conjunction with a reasonable use of their 
own reserves, will be sufficient to enable them to over- 
come such temporary payments difficulties. It would, 
however, be neither practicable nor desirable to make 
the amount of Fund assistance dependent on any auto- 
matic formula related to fluctuations in the proceeds 
of exports, or to provide any separate form of Fund 
assistance to deal with export fluctuations alone. 

“While the primary producing countries can them- 
selves do much to keep their economies on an even 
keel despite fluctuations of world markets, and while 
access to the Fund’s resources should go far to relieve 
their payments difficulties arising from this source when 
they are of a temporary nature, the industrial countries 
also have a considerable part to play in keeping world 
markets relatively steady. In the first place, they should 
continue their efforts to mitigate the sharp fluctuations 
in their demand for primary products, such as arise 
from booms and recessions, and, in particular, to avoid 
any danger of a relapse into a deep depression such as 
occurred in the 1930’s. Secondly, they can ensure that 
their arrangements for the protection of domestic agri- 
culture do not exercise a depressing or disturbing effect 
on world trade in primary products. Thirdly, they can 
increase their efforts to provide an adequate and stable 
flow of long-term capital to the less developed coun- 
tries. And, finally, they can make every effort to ensure 
that no additional obstacles of any kind are put in the 
way of world trade in primary products. 

“From the outbreak of war in 1939 up to 1957-58, 
there was an almost uninterrupted increase in the 


general level of world prices, and the public in many 
countries became accustomed to such an increase— 
and had begun to take it more or less for granted. Now 
that this assumption seems no longer valid, more cau- 
tion is called for in relation to cost increases and in 
other respects. In this new situation, new problems 
will arise; and the prospects for achieving a high rate 
of growth are often discussed. A study of the past shows 
that growth has occurred under the most varied con- 
ditions; we find a high rate of growth in the period of 
declining prices from 1873 to 1895; there was growth, 
perhaps at not quite so high a rate, in the period of 
rising prices from 1900 to 1914; there was a further 
period of substantial growth under conditions of a 
more or less stable price level in the 1920's; and a 
high rate in the years following World War II. As far 
as our knowledge goes, we cannot conclude that in- 
creasing prices are essential for growth, or that they 
even favor growth. Whenever there is great technical 
progress, and therefore a strong demand for capital, 
the limiting factor is the availability of savings—and 
confidence in the currency is without doubt more likely 
to ensure a higher rate of savings. There is, therefore, 
every reason to affirm that the maintenance of a rela- 
tively stable price level provides the most reliable basis 
for sustained growth. But one proviso must be kept in 
mind: in cach of the periods I have mentioned, eco- 
nomic practices generally had to be adjusted to the 
price trend. Practices appropriate when prices are 
rising would not be appropriate when stability prevails. 

“Now that the postwar inflation seems to have come 
to an end, one of the most important tasks is to learn 
how to live without inflation. Those who make this 
adjustment most rapidly will best profit from the advan- 
tages of modern techniques of production and market- 
ing and will be able to achieve a higher standard of 
living. Since the experience of businessmen and labor 
leaders over the last twenty years has been gained 
under conditions of an inflationary rise in prices, there 
is need for a readjustment in attitudes and behavior 
that may not always be easy. 

“One of the characteristics of our economic life 
since the Industrial Revolution is that over and over 
again new situations have required a fresh appraisal of 
the conditions under which we can pursue our activities. 
Economic and social considerations are necessarily in- 
termingled in this process, and the most favorable 
results will be gained when due weight is given to both 
economic exigencies and the desire for social improve- 
ments. In the present situation, in which it is necessary 
to take a new look at many problems, I believe it has 
been appropriate to draw attention to the changes in 
price trends and general attitudes that have taken place, 
and to the importance of finding the proper solutions 
of our problems in this new situation.” 








